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LESSON  X. 

The  Distribution  of  Wealth. 
Meanivff  of  the  term. 

It  is  customary  to  divide  the  field  of  Economics  into  four 
sections,  dealintr  respectively  with  the  production,  the  ex- 
chansre,  the  distribution,  and  the  consumption  of  wealth.  This 
division  is  made  merely  for  convenience  in  treatment,  and  does 
not  imply  that  it  is  possible  to  discuss  any  aspect  of  tlie  indus- 
trial system  without  bearing  constantly  in  mind  the  other 
aspects.  The  next  few  lessons  will  deal  with  the  third  of  these 
fields,  the  Distribution  of  Wealth. 

Thi  term  is  used  in  two  senses.  It  means,  first,  the  pro- 
cess by  which  the  wealth  produced  by  joint  action  is  divided 
among  the  several  claimanis.  This  is  a  problem  of  peculiar 
difficulty  and  importance  in  our  time.  Under  conditions  >uch 
as  existed  in  England  during  the  Home  period  (Lesson  I), 
when  each  community  and  each  household  was  almost  entirely 
self-sufficient,  the  question  of  distribution  was  a  .simple  one. 
Each  household  consumed  most  of  what  it  produced  and  pro- 
duced most  of  what  it  consumed :  there  were  few  joint  products 
to  be  shared.  Again,  under  a  system  of  communism  such  as 
Cabet  favoured,  the  problem  would  be  equally  simple.  There 
would  in  this  case  be  many  products  in  whose  making  scores  or 
hundreds  might  have  shared,  but  the  Gordian  knot  would  be 
cut  by  the  ado  ,  the  simple  rule  that  everybody  should 

be  given  an  eqi  ntical  share  of  the  total  product  of  the 

community.     J  .-ociety  would  doubtless  face  practical 

problems  of  gre£;  :  i.ol  insoluble  difficulty,  but  the  distribu- 
tion problem  wt,  dd  ^n  theory  be  very  simple. 

Under  actual  conditions,  however,  the  process  of  distribu- 
tion is  a  very  complex  one.  The  division  of  labour  has  been 
carried  very  far;  the  co-operation  of  hundreds  or  of  thousands 
is  required  to  produce  a  single  commodity;  few  men,  except 
fK^-mers,  produce  more  than  a  small  fraction  of  what  they  con- 
sume, and  may  in  fact  consume  nothing  of  what  they  them- 
selves share  in  producing.  Here  is  a  great  factory  which  every 
day  turns  out  fifty  thousand  yards  of  cloth :  what  determines 
how  much  of  this  product,  or  of  the  money  for  which  it  will 
sell,  is  to  go  to  the  landlord  on  whose  land  the  mill  is  built,  how 
much  to  the  far-off  bondholder,  or  to  the  shareholder  who  may 
or  may  not  attend  an  occasional  annual  meeting,  how  much  to 
the  managing  director,  to  this  superintendent  or  that  salesman, 
this  girl  at  the  loom,  this  man  in  the  dye-house,  to  the  engineer 
in  the  power-plant  or  the  bookkeeper  in  the  office?  Or,  if  we 
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tei^^:/"  ^^^""^  °'  *^  ^rionn  cl«imant«  under  the 
wwcli  determine  the  amount  of  each  of  these  shares?  T1H«  i- 

f^nm  fw  distribution  of  wealth  Ma^oce«j  o? 

IS  falfiTo  each  Sf'Th ««n«WerinXThaw 
function  Sav^  li  thli^^^^^  according  to  the  part  or 

dSn?  co-operative  task  of  modern  pro- 

wealth  hJ!  fnT"*^ -f.."'^' ^m'^'''^"'''''""  «f  the  distribution  of 
weaJth  has  to  do  with  results  rather  than  with  vroeeagMwHh 

ZnZtu^^''  ''^'^  f"^tional  distrTbutir  The  sImS 
rSou^  n  which  hi^i     interest  on  a  bond  he  holds.  ?ent  flZ 

of  wealth"  in  the  second  sense  distribution 

will  Je^'iaU  wfth  r&nr^*'^.  '^"^^'^^  ^^'•^  briefly, 

wealth  a^a^pSs^rb^Ste  thJ^J^lllj^^Si^ 

tn  economic  practice.  In  our  modern  cLys  milU^ 
of  mcn  co-.pemte  in  a  vast,  intricate  sZ  Jforol 
production  of  wealth.  What  sUres  of  ThL  j^ 
product  do  they  secure  as  reward?  ' 

The  Distribution  of  Property  and  Income. 

No  phase  of  Economics  has  been  so  much  discns<spH  »q  +v,io 
question  of  the  equality  or  inequality,  the  fa'JnessTSie  infSi! 

health  tSday.    It  il  wJ: 
eminently  «Ae  social  question.  Yet  neither  the«ociali<,t  wL 

""'^r^  ^y^^"''       the  cJnsei^r       who  defend; 
It,  has  been  able  to  state  precisely  what     p  thp  fLf! 
denounced  or  defended.   It  is  diSit  to  Jblafn  precise  stSS 
T"®*'?  «^  P^^'^^ty-   I"  those  countries  wSih  havet 

tttriZed'MiT,  ^"^r^  ^"1  -heSc:t«J.To* 
ouiy  me  united  Kingdom  and  several  of  thp  riprmnn  c.fo+»r 

fairly  exact  conclusions  may  be  reaSt^rbuUn  ShS  countrte^ 
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neoone  must  be  had  to  indirect  means  of  ettimating  the  divi- 
sion, or  to  sreneral  observation. 

In  the  United  Kingdom,  where  incomes  below  £160  are 
exempt  from  taxation,  the  facts  as  to  income,  in  1904,  are  thus 
eoBdcnMd  by  Bowlojr  and  Tauitlff : 

The  number  of  families  with  incomes  under  £160  vm  6,775,00* 

Tlw  number  of  inconei  batWMii  £160  and  £700  was   880,000 

TiM  nnmlMT  of  laeonts  IwtWMn  £700  and  £2000  was   122,000 

Thenamberof  inecHBMbttwMi  <2000  Mid  <6000  wM  .......  82,400 

The  number  of  iaeMMe  between  16000  ud  <M,000  «M   14,S0O 

Ihe  nunber  of  iaeomee  ow  <60,<M)0  wm   3M 

That  is,  in  a  population  of  43,000,000,  some  5,000,000  belong 
to  families  with  an  income  of  £160  or  more,  and  these  people 
receive  half  the  total  'neome  of  the  nation ;  the  remaining 
38,000,000,  those  below  the  income  tax  level,  share  the  other 
half. 

The  facts  as  to  property  in  the  United  Kingdom  of  course 
show  greater  inequality.  Chiozza-Money  points  out  that,  on 
the  average  of  the  years  1899-1904,  and  drawing  the  line  be- 
tween rich  and  poor  as  high  as  £1000,  of  the  714,000  persons 
who  die  every  year,  7,459  of  the  rich  leave  £257,000,000,  while 
686,541  of  the  poor  leave  between  them  only  £29,600,000.  "On 
vn  average  eight  millionaires  die  leaving  between  them  three 
times  as  much  wealth  as  is  left  by  644,000  poor  persons  who 
die  in  one  year.  Again,  in  a  single  year,  the  wealth  left  by  the 
few  rich  people  who  d'e  approaches  in  amount  the  aggregate 
property  possessed  by  the  whole  of  the  living  poor." 

For  Prussia,  the  following  estimate,  based  on  an  income 
tax  which  exempts  900  marics  (^26) ,  is  drawn  up  by  Schmd- 
ler: 

4,50(^000  f  unniet  luve  iaeomes  of  900  marfct  or  leu,  avermsing,  say, 
650  marks. 

2,600,000  families  have  iaeomee  of  900  to  8000  merlu,  •▼erage  ISSO* 
400,000  families  have  iaeomee  of  8000  to  100^  mariu,  average, 

10,000. 

As  to  property,  only  one  out  of  seven  families  in  Prussia  pos- 
sesses more  than  6000  marks. 

In  other  countries,  the  inequality  is  less  extreme.  In 
France,  fo/  example,  the  greater  r  ative  importance  of  agri- 
culture, the  laws  requiring  fairly  even  distribution  of  property 
amor^-  definite  heirs,  and  the  widely  diffused  practice  of  thrift, 
have  resulted  in  more  even  distribution  of  wealth  and  more 
uniform  prosperity. 

In  the  Unted  States  the  hugeness  of  the  fortunes  which 
have  been  accumulated  by  a  few  men  and  the  wide  distribution 
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extended  aJd^  S^-Jn.V  """.^  **!f  "^'^  ^^^^^^  ' 
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HiMKMNM)  or  more  . 
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Unities  the  VoSff//^^^^        of  a  half^«,„tf„ent's  oppor- 

the  problems  of  poverty  closer  eiaewnenj,  has  bnmi^t 

/,/WW^?«S  tnequnlities  in  tvealth  are 

J^Xfi,  "'^^  problems.  Our 

T^tfJ""^        /or-<«naf^'  hitherto  in  eaeapiZ 
diti^^rf^Ti  bnt  changing 
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Pre$ent  Tendeneien. 

It  it  tnw,  M  te  M  often  stated,  that  the  rich  are  growfnff 

richer  and  the  poor  poorer?  Is  the  gnp  widening  or  lessening i 
Here  again  exact  data  are  scarce.  We  know  that  the  lot  of  the 
working  classes  is  better  today  in  practically  every  industrial 
country  than  it  was  a  century  ago,  that  wagm  are  higher, 
hotm  ihorter,  sickness  less  and  Ine  longer,  and  the  provisitni 
of  free  services  by  the  state  constantly  increasing.  By  ana* 
Izing  the  statistics  of  the  consumption  of  the  articles  in  wide?^ 
use,  Griffen  has  shown  cleai  ly  the  improvement  in  conditions  ir 
the  United  Kingdom,  while  Bowley  presents  the  following  brieJ 
summary  of  the  movements  of  wages  in  the  same  country  since 
1830,  (taking  the  wages  paid  hi  1900  as  par,  and  considering 
only  dianges  in  real  wages,  that  is,  not  money  but  the  goodi 
that  money  at  each  time  could  buy ;  since  '*900  ue  cost  of  fiving 
has  risen  as  fast  as  wages)  : 

Year   1830  1840  1850  1860  IS,0  1880  1890  1900 

RealWazes..  46     50     6S     60     70     70     84  100 

Mallock  ponts  out  that  if,  in  1800,  the  whole  income  of  Great 
Britain  had  been  equally  divided  among  all  its  people,  each  per- 
son would  have  received  £16,  14s. ;  whereas,  by  1850  the  aver- 
age income  F-r  head  of  the  poorer  classes  (thf»se  below  the  in- 
come tax  level)  was  £16  and  by  1888  £26:  that  is,  what  in  1800 
would  have  seemed  a  wild  communistic  dream  had  by  1888 
been  more  than  realized.  Again,  in  1850  equal  sharing  would 
have  brought  each  person  an  income  of  £:?3,  6s. ;  actually,  in 
1905.  the  average  income  per  head  of  the  classes  dependent  on 
incomes  not  exceeding  £160,  was  £29.  There  are  still  grea!^ 
swamps  of  human  misaT  to  be  drained,  stiD  tois  of  millions 
in  the  industrial  countries  who  are  without  the  minimum  o? 
possessions  needed  for  bare  subsistence  and  comcum  decency, 
but  slowly,  perhi^w,  and  aiitv«ily,  but  still  aimi  .  r,«ogre«i 
is  being  made. 

It  is,  however,  not  enough  to  consider  whether  the  lot  of 
the  poorer  classes  today  is  better  or  worse  than  t^t  of  their 
grandfathers.  If  growing  better,  has  it  been  growing  better 
as  fast  as  the  fortunes  of  the  rich  have  grown  ?  Here  reliable 

statistics  are  still  more  difficult  to  obtain.  We  may  take  as 
representative,  however,  Bowley's  conclusion  that  "  if  we  com- 
pare the  period  1898-1902  with  1883-1887,  it  appears  that  IJm 
total  income  of  the  people  of  the  United  Kingdom  has  increas- 
ed not  less  than  38  per  cent.,  the  population  about  15  per  cent., 
and  the  ax  erage  income  per  head  not  less  than  20  per  cent.  . 
The  part  of  the  national  income  received  as  wages  has  increas- 
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v^f  total  or  30  per  cent,  per  wage  earner-  the 

v*?^*^^'°"'^  ^f^^       ^^^^re^^^^  from  35  to  l?^r  cent 

Tufa  ^of  fo?  Islr^rS'rr  "  r/«<=«^t  Baxters  Sm- 

Duration  for  1867  and  Chiozza-Money's  for  1907,  we  find  that 
the  manual  workers  of  the  same  country  received  almost  ex- 
fn^'inr'Jr^  Pfoportion  of  the  total  national  incomra  low- 

!s?iet;  ?^;;Ski;,rtime"^*  ^^^^  p^'--^^-  1*^-. 

fonf  K?^'  explain  the  undoubted  fact  that  discon- 

tSere  is  TLCr         ^IT""^  ""'^      Have  Nb?8 

inere  is  a  keener  sense  than  ever  before  of  the  iniustice  of 
many  phases  of  the  Industrial  system?   The  Rao  may  be  no 
5j      It  IS  more  observed,  more  keenly  felt 

so  far  as  ^^'^  ^^'^  discontent. 

?  J^'!-  ^  «  ^®  ^"^^^  concerned,  s  the  very  betterment 
of  cond.tmns.  Spenser  has  called  attention  to  theTuriouf^ra- 

l™i'''^^'■'T""^u"*^^  more  thinjrs  I'mnrove  the  louder  be- 
come  exclamations  pbout  their  badness."  When  women  bore  the 
heavy  burdens  and  received  what  food  was  left  after  their 
lords  and  masters  had  eaten,  there  was  little  outer?  as  to  the 
rights  of  women;  today,  when  they  have  secured  aU  but  equal 
A  Srv  ll7  ^'«^^"^e.s  are  proclaimed  fh,m  Ve  housetops 
A  century  a^o.  when  drunkenness  was  widely  prevalent  when 
m  poorer  quarters  "drunk  for  a  penny,  dead  drunk  for  W 
when%h;!f '"^VI-T  three-pence  "  was  a  nossibilTty.  lid 
when  the  man  of  hieher  rank  who  could  not  take  his  bottle  or 
two  of  wme  was  held  a  milksoo,  and  fudges  on  the  Lnch  and 
premiers  m  par  iament  came  half  drunk  to  the  r  duty,  there 
mnrJ  iv'  «?^i"«t  the  evils  of  drink:  but  today  when 

more  evaetinj  industrial  demands  and  temperance  aeltation 
have  produced  comparative  sobriety,  the  prr.hibit ion  movement 
sweeps  whole  .sta  So  with  the  .rnd.tion  of  thraveragn 
v-orkinsr  man  of  toclay  as  compared  with  that  of  his  anceS 
The  improvements  have  simply  whetted  the  appetite  for  more' 
nounshPd  the  spirit  of  resistance.  The  hopelessness  of  utt?; 
Z^ll^  iCTiorance  crushes;  a  half  advanca  rouses  fiercer 
demand  and  stronger  power  of  insistence. 

_  At  the  same  time  that  ambition  is  stirred,  the  goal  tanta- 
lizmgly  recedes  into  the  distance.    The  higher  pedeS  otcm 

iTLiT^""'-    '^'^^  ''.^''^^'^  °^  rises  fa^tS  than^he 

nnf  w  t  Your  standard  of  comparison  is  set, 

hSf  hlT''  '  "or  by  your  ancestor  dead  and  gone 

but  by  tho  more  fortunate  about  you.  The  optimist  may  re- 
mind you  that  one  born  in  your  station  of  life  a  century  ago,  or 

l^nnvl/rTJ;  ^^"u/!?''"  "^^'"^  y''"  emigrated,  would  hkve 
thanked  God  humbly  for  meat  once  a  week;  that  not  very  long 
ago  cotton  was  a  luxury  forbidden  by  law  to  women  below  the 
rank  of  countess,  or  that  Plantagenet  kings  slept  on  rushes 


and  dined  by  the  light  of  a  tallow  dip.  To  no  purpose :  it  mat- 
ters little  that  your  great-grandfather  walked  shoeless,  while 
vou  walk  shod;  it  matters  much  that  you  walk,  whfle  your 

neighbor  whizzes  by  in  his  ninety-horse-power  car  or  casts 
upon  you  the  shadow  of  his  aeroplane.  The  luxuries  of  yester- 
day becomes  today's  necessities.  "  What  possible  uneasiness 
was  it  to  the  workingman,  before  the  discovery  of  America, 
that  there  was  no  tobacco  to  be  had?  or  before  the  era  of  print- 
ing, that  no  desirable  book  could  be  got?"  (Lassalle).  More 
and  more,  home  services  and  preparations  are  replaced  oy  the 
tempting  but  expensive  convenience  of  the  open  market. 

Democracy  sharpens  the  sting  of  economic  inequalit3r. 
Equal  votes  suggest  equal  purses.  When  men  are  bom  and 
work  and  die  within  the  same  caste,  and  are  trained  to  pray 
Providence  to  keep  them  in  their  proper  stations  and  bless  the 
squire  and  his  relations,  it  is  only  the  few  hardlMt  spirits  who 
dream  of  questioning  the  justice  of  their  lot.  But  when  the 
barriers  of  caste  are  down,  and  democratic  theory  teaches  that 
every  man  is  as  good  as  his  neighbor,  the  case  is  altered. 

BeHgious  ties,  which  formerly  enforced  content,  have 
weakened.  The  massing  of  men  in  great  cities  makes  agita- 
tion c  isier.  When  Christianity  was  a  new  and  revolutionary 
gospel,  it  made  its  appeal  to  the  city  proletarian,  or  poorer 
workers,  not  to  the  "  pagans,"  —  that  is,  pagani  or  country- 
dwellers.  The  new  mobility  of  labour,  the  rise  of  a  popular 
press,  tend  in  the  same  direction:  the  fierce  yellow  light  that 
beats  upon  the  multi-millionaire  keeps  the  sins  of  wealth  ever 
before  us. 

So  far  as  the  objective  facta  go.  it  seems  clear 
that  in  most  industrial  countries  the  gap  between 
rich  and  poor  is  not  widening,  and  that  in  umges, 
hours,  surroundings  and  educatioml  npvortunities, 
the  lot  of  the  vnrkman  is  better  to-day  than  it 
was  a  century  ago.  Yet  with  this  betterment,  part- 
ly, indeed,  because  of  it,  there  has  grown  a  keener 
realisation  of  the  inequalities  that  revtain.  Dtseon^ 
tent  has  followed  progress. 

The  Causes  of  Inequality. 

In  pwrt,  inequality  of  wealth  is  due  to  inequality  in  the 
ability  or  character  of  different  men.  There  is  no  doubt  that 
initiative,  audacity,  persistence,  thrift,  count  in  the  struggle. 
It  is  unfortunately  not  true  that  superiority  in  moral  qualities 
o'one  gives  ore-eminence:  it  may  be  a  more  callous  disregard 
of  workmen's  needs,  a  more  ingenious  skill  in  avoiding  the  law, 
a  lack  of  interest  in  anything  but  money-making,  that  makes 
the  difference  between  suceeM  and  failure.  Bat  iriie^r  iS» 
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qualities  are  moral  or  immoral — and  any  society  that  han^s 
together,  that  builds  up  an  elaborate  system  of  credit,  that  is, 
of  confidence,  must  be  fundamentally  honest— there  is  a  great 
variation  in  the  degrees  in  which  men  possess  them.  Even 
were  absolute  equality  established  tomorrow,  it  would  soon  dis- 
apppfir  hpcansp  of  differences  in  thrift,  ability,  energy,  luck 
and  sharp  practice. 

But  it  is  not  merely  original  differences  that  count.  In- 
equality tends  to  perpetuate  itself.  By  our  sy.stem  of  inheri- 
tance some  men  beprin  the  race  of  life  at  scratch,  while  others 
have  a  big  handicap  to  overcome.  "  The  3urse  of  the  poor  is 
their  poverty  and  the  opportunity  of  the  wealthy  is  their 
wealth."  or.  as  was  said  long  ago.  "To  him  that  hath  shall  be 
given,  and  from  him  that  hath  not  shall  be  taken  even  that 
which  he  hath."  It  is  not  merely  the  posse.ssion  of  property 
from  which  interest  or  rent  may  be  drawn  that  makes  the  dif- 
ference: the  Dossession  of  wealth  usually  means  also  a  better 
training,  a  knowledge  of  opportunities,  and  friends  in  high 
places.  It  may  be.  indeed,  that  wealth  will  bring  temptation 
and  luxurv  breed  feebleness,  just  as  poverty  may  stimulate 
thrift  and  ambition.  An  old  American  proverb  ran.  "From 
shirt-slppves  to  Fhirt-sleevps  in  three  generations."  Fortunes 
do  not  sro  on  increasing  indefinitely:  a  single  dollar  at  four  per 
cont.  comnound  interest  would  amount  in  a  century  to  $50,  in 
four  centuries  to  SG.OOO.OOO.  in  a  thousand  years  to  100  quad- 
nlhon  dollars,  and  in  two  thousand  years— little  more  than  the 
Christian  era— to  100  quadrillion  times  100  quadrillions  or 
many  times  the  value  of  a  world  of  solid  <rold.  In  less  than 
seven  cpnturies  it  would  amount  to  several  times  the  total  capi- 
tal of  North  and  South  America.  Evidently  fortunes  are  in 
timp  divjded  or  come  to  a  standstill.  Yet  with  all  allowance 
made,  the  advantage  of  the  start  given  by  the  inheritance  of 
wealth,  and  the  part  it  plays  in  maintaininfif  or  increasinir 
mequahty  are  undeniable. 

Tho  qtmKhf  is  (hie  in  part  to  tineniml  capacities 
and  i}i  part  to  nveq^ial  fitarts^.  While  inheritances 
are  not  always  hlessinr/s,  and  while  there  is  a  limit 
to  the  power  of  fortunes  to  accumulate,  an  increas- 
ina  measure  of  the  inequalities  in  wealth  tvhich 
exist  appears  to  he  due  to  inherited  advantages. 

Is  Inequality  Defensible? 

Is  a  system  which  produces  such  great  inequalities  of 
wealth  desirable?   This  is  a  complex  and  far-reaching  ques- 

important  aspects  may  be  indicated 


Is  it  fair?  the  question  may  be  pt,t.  Do  the  inequalities 
which  exist  correspond  to  differences  eithe  i'  in  individual  merit 
displayed  or  in  social  benefits  conferred?  it  is  said  they  do 
not,  on  several  grounds.  First,  that  wealth  is  often  gained  by 
unsocial  practices,  by  activities  thai  injure  rather  than  help 
one's  fellows.  The  little  grafter  with  his  thirty-five  inch  yard- 
measure  or  his  sand  in  the  sugar,  the  wholesale  grafter  with 
his  swindling  stock-selling  scheme,  may  grow  rich  at  honest 
men's  expense.  Doubtless  so ;  such  instances  are  only  too  com- 
mon. But,  as  suggested  in  a  previous  paragraph,  '  o  enduring 
commercial  structure  can  be  buil*  on  fraud;  it  is  the  sound 
honesty  of  the  majority  that  provides  the  drab  background  for 
the  scarlet  sins ;  unless  there  existed  a  general  expectation  of 
squareness,  based  on  experience,  the  operations  of  the  crook 
would  be  impossible. 

Second,  it  may  be  said  that  even  where  men  are  engaged 
in  socially  useful  work,  and  are  more  able  and  more  diligent 
than  their  fellows,  the  reward  they  receive  is  out  of  all  propor- 
tion to  the  degree  of  superiority  of  their  abilities.  Here,  again, 
there  is  much  force  in  the  statement.  Nothing  succeeds  like 
success ;  the  man  who  stands  out  above  the  ruck  ever  so  little 
will  forge  ahead  much  farther  than  the  difference  in  capacity 
would  seem  to  warrant.  The  top  rungs  are  less  crowded. and 
once  the  crowd  is  passed  progress  is  much  less  impeded.  How- 
ever, it  may  be  possible,  as  will  be  suggested  later,  by  increas- 
ing, on  the  one  hand,  the  freedom  of  opportunity;  and,  on  the 
other,  by  taxation  of  great  fortunes,  to  lessen  somewhat  this 
disproportion  without  witiidrawing  the  neeeatary  stimulus  of 
some  very  great  prizes. 

Third,  the  individual  may  be  said  to  owe  to  society  much 
of  his  success:  without  the  training  he  has  received,  without 
tile  civilization,  the  arts,  the  mechanism  of  trade,  which  has 
been  painfully  and  slowly  built  up  by  countless  generations  of 
forgotten  workers,  without  the  markets  his  fellows  provide, 
the  abilities  of  the  ablest  man  would  have  found  little  scope. 
True,  and  this  fact  is  one  justification  for  substantial  taxation 
of  great  ♦'ortunes ;  still,  it  is  to  be  remembered  that  this  social 
heritage  ...  d  this  social  op'portunity  exist — or  should  be  made 
to  exist — for  all  men  alike,  and  do  not  of  themselves  prove  that 
one  man  who  made  better  use  of  these  advantages  than  his  fel- 
lows has  been  unduly  rewarded.  Finally,  it  may  be  argued 
that  so  far  at  least  as  inequality  results  from  inheritance  it 
does  not  correspond  to  any  individual  merit  on  the  part  of  the 
present  possessor.  This  has  more  val'  lity,  but  it  involves  an 
examination  of  another  aspect  of  the  question,  namely,  the 
social  advantages,  or  otherwise,  secured  by  the  inequality  it- 
self. For  institutions  must  be  judged  not  merely  by  origins 
but  by  results,  by  the  way  they  work  out. 
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Broadly  speaking,  differences  in  success  in 

wealth-making  appear  to  correspond  to  real  differ- 
ences in  capacity  and,  in  less  degree,  to  real  differ- 
ences I  he  services  rendered  society.  It  must  be 
the  aim  to  make  this  still  more  \.rue  by  increasing 
the  opportunities  of  the  average  man  and  by  re- 
stricting the  unsocixU  activities  by  which  weaUh  is 
unfairly  gained. 

Inequality,  in  the  de^e  attained  in  most  industrial  coun- 
tries, means  at  one  extreme  a  "submerged^  tenth,"  a  class  of 
people  lacking  the  bare  necessities,  degraded  and  shut  out  from 
the  realization  of  their  human  possibilities,  and  at  the  other 
extreme  a  class  beyond  the  need  of  working  at  all  to  secure  all 
the  material  advantages  life  can  offer.    If  the  "submerged 
tenth"  were  an  inevitable  product  of  our  present  industrial 
system,  and  peculiar  to  this. system,  their  lot  would  constitute 
a  very  strong  argument  indeed  for  a  charge  to,  say,  some  so- 
cialistic or  communistic  system.     But  it  may  be  pointed  out 
that  even  within  the  framework  of  our  present  society  it  is 
possible  to  reduce  the  numbers  and  the  suffering  of  this  minor- 
ity, and  that  under  any  other  system  it  is  conceivable  that 
there  would,  instead,  be  a  "submerged  half."  And  what  of  the 
"emerged  tenth,"  the  leisure  class?   Here  the  question  turns 
first  upon  the  fact  whether  or  not  this  class  give  services  to 
society  which  we  could  not  otherwise  secure,  and  thus  directly 
justifies  its  existence,  "pays  for  its  keep."  It  has  often  been 
pointed  out  that  it  is  to  a  leisure  class,  to  men  who  were  not 
tied  down  to  sordid  cares,  not  hampered  by  selfish  fears  and 
sti  ivings,  that  the  world  <>\ves  much  of  its  progress.  Arts, 
science,  literature,  political  progress,  everything  that  consti- 
tutes civilization,  is  said  to  be  largely  a  leisure  class  creation. 
The  old  Greek  thinkers  made  the  possession  of  leisure  the  in- 
dispersable  condition  of  citizenship.  The  Athenians  who  gave 
the  world  some  of  its  most  imperishable  treasures  alike  in  art 
and  in  science  and  in  political  development,  the  Romans  who 
gave  law  and  discipline,  both  reared  their  civilization  on  a 
foundation  of  leisure-permitting  slavery.   English  politics  in 
the  past  has  largely  been  carried  on  by  a  wealthy  leisure  class. 
To  these  claims  it  might  be  responded  that  for  one  man  who 
uses  his  leisure  wisely,  in  the  service  of  his  fellows,  ten  may 
use  it  in  selfish  pleasure;  that  no  class  can  long  be  trusted  to 
look  after  the  interests  of  other  classes ;  that  art  or  literature 
divorced  from  tne  hard  realities  of  life  tev.ds  to  become  frivo- 
lous and  pedantic ;  that  it  is  in  the  day's  work  and  by  the  men 
who  are  in  the  thick  of  the  struggle  that  the  most  important 
practical  improvements  are  hammered  out ;  and  that  a  society 
in  which  all  shared  both  work  and  kisure  would  fare  better  * 
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than  one  in  which  specialization  was  carried  to  the  extreme  of 
giving  one  class  no  set  work  and  another  no  possible  leisure.  It 
may  be  said,  then,  that  while  it  is  possible  that  much  social 
service  will  be  rendered  by  a  leisure  class,  it  does  not  appear 
that  this  is  the  only  way  such  services  may  be  se':ured,  or  that 
these  services  in  themselves  are  sufficiently  grea'  and  certain 
to  justify  society  paying  for  them  in  advance,  a?  it  were. 

If,  then,  the  existence  of  a  leisure  class,  and  especially  the 
institution  of  inheritance  on  which  it  i?  built  up,  are  to  be  jus- 
tified, it  must  be  on  other  grounds — notably,  on  the  ground  that 
these  institutions  are  part  of  the  price  we  pay  for  the  efficiency 
of  oui  system  of  private  property.  Whether  or  not  wholly  de- 
sirable in  themselves,  it  may  be  that  they  are  defensible  as 
necessary  incidents,  as  an  essential  part,  of  this  system.  Is 
the  system,  then,  of  private  property  itself  justifiable,  or  would 
it  be  better  to  set  up  common  or  state  ownership  and  control  of 
all  revenue-producing  property?  There  is  no  heaven-bom 
sanction  for  private  property.  Like  all  Qther  social  customs 
and  institutions  it  can  be  justified,  and  will  endure,  only  if  it 
proves  the  most  efllicient  method  of  carrying  on  society's  work, 
of  meeting  human  needs.  Judged  by  this  test,  private  pro- 
perty, with  all  its  faults,  has  been  justified  by  long  centuries  of 
experience.  This  experience  has  shown  that,  day  in  and  day 
out,  the  average  man  will  not  labour  f:teadily  and  effectively 
unless  there  is  some  direct  connection  between  his  effort  and 
the  welfare  of  himself  or  family.  Men  will  throw  uncounted 
energy  into  a  sport  or  a  hobby ;  a  fortunate  few  find  their  day's 
work  of  absorbing  interest;  in  times  of  crisis  many  will  give 
life  itself  for  their  fellows.  But  in  the  daily  round  of  routine 
toil,  with  no  drums  beating,  no  hobby-interest  leading  on,  we 
find  that  the  spur  of  necessity,  the  lure  of  future  leisure,  the 
desire  for  the  power  of  wealth  gives,  or  the  desire  to  safeguard 
the  future  of  one's  family,  are  needed  to  keep  us  to  the  mark. 
By  throwing  on  each  man  the  main  responsibility  for  his  own 
welfare,  we  ensure  much  greater  activity  and  thrift  and  enter- 
prise (not  always,  but  prevailingly,  turned  in  helpful  direc- 
tions) than  if  each  of  us  could  rely  on  the  government  or  on 
the  community  for  support,  and  if  our  individual  fortunes  had 
only  a  very  remote  connection  with  our  individual  efforts.  So 
much  more  effective  is  this  means  of  organizing  production, 
with  all  its  wastes,  with  all  its  unfairnesses,  that  it  may  well 
be  maintained  that  the  unequal  share  which  the  poorer  roan 
obtains  under  such  a  system  is  larger  than  would  be  his  equal 
share  of  the  product  of  a  socialistic  community.  Part  and 
parcel  of  this  system,  is  the  institution  of  inheritance.  Un- 
doubtedly one  of  the  chief  springs  of  activity  is  the  desire  to 
provide  for  the  future  of  one's  family.  On  tiiis  ground,  then, 
inheritance  may  be  defended,  for  the  dfect  it  has  on  the  man 
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who  bequeathes  the  estate  more  perfaaps  than  for  the  effect  it 
hais  on  the  man  who  receives  it. 

A  leisure  class,  a  class  placed  by  inheritance  be- 
yond the  need  of  tbil,has  been  paid  in  advance  for  the 
work  it  ia  to  render  80ciety  in  art  or  politics  or  so- 
cial endeavor.  Whether  it  usually  performe  the 
services  for  which  it  is  thus  paid  is  open  to  grave 
doubt.  The  institution  of  inheritance  is  to  be  de- 
fended rather  on  the  ground  of  the  stimuluf  it  af- 
fords the  man  who  built  up  the  fortune.  I  seems 
an  effective,  if  not  an  essential,  feature  of  the  sys- 
tem of  private  property  to  which,  with  aU  its  fauUs, 
industrial  progress  ie  mainly  due. 

Remedy  of  Defects. 

While,  however,  it  seems  that,  on  the  whole,  the  system  of 
private  property  and  inheritance  works  out  to  the  advantage 
of  the  community,  we  must  not  shut  our  eyes  to  its  serious 
defects.  It  works  well  if  opportunity  is  equal,  if  free  scope  is 
given  for  the  development  of  capacity,  but  in  so  far  as  oppor- 
tunity is  restricted,  as  some  men  are  shut  out  from  the  training 
necessary  to  run  the  race,  or  others  are  permitted  to  use  unfair 
means  in  the  contest,  the  ideal  results  pointed  to  by  the  defend- 
ers of  private  property  cannot  be  expected.  We  must  of  course 
remember  that  given  men  and  women  as  they  actually  are  to 
work  with,  no  system  of  organizing  industrial  effort  «an  work 
perfectly ;  and,  in  fact,  if  we  did  succeed  in  attaining  our  ideals, 
that  would  mean  stagnation,  not  perfection,  would  mean  that 
men  had  ceased  to  dream  and  to  plan  and  to  strive  for  ever 
better  ends.  Yet  it  should  be  possible  to  make  the  fact  of  to- 
morrow at  least  approximate  somewhat  closer  to  the  ideal  of 
to-day. 

The  aim  of  those  who  seek  reform  r£.;;her  than  revolution, 
who  wish  to  remove  the  defects  which  mar  tiie  working  of  pri- 
vate property  while  retaining  its  indispensable  strong  pomts, 
is  to  open  as  wide  as  possible  the  door  of  opportunity.  If  every 
man  can  be  ensured  decent  home  surroundings  by  improve- 
ments in  housing  or  transportation  methods,  an  adequate  cul- 
tural and  technical  education,  and  protection  by  the  state  in 
those  matters  which  individual  or  even  collective  bargammg 
cannot  well  effect,  such  as  sanitary  regulation  of  factories  or 
provision  for  compensation  for  accidents,  and  if,  further, 
monopoly  privileges  are  done  away  with,  and  financial  and 
commercial  fraud  guarded  against  as  far  as  foresight  can  go, 
then,  with  somewhat  greater  approximation  toward  a  free  field 
and  no  favour,  we  can  look  for  more  efficient  production  and 
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more  just  distribution.  Some  of  the  more  important  means  to 
tMs  «id  will  be  diaenised  in  later  lessons. 

Private  property  tvill  endure  only  if  ive  'lop  the 
mouldering  branch  away,"  and  secure  as  far  as  pos- 
sible the  conditions  under  which  in  i'.eory  private 
enterprise  and  social  welfare  coincide.  We  must 
seek  to  combine  social  justice  and  individtial  initiO' 
Hve. 

Questions  for  Review. 

1.  In  what  two  senses  is  the  term  'distribution  of  wealth' 

used? 

2.  Why  does  the  distribution  of  wealth  present  both  greaV 
er  theoretteal  and  greater  practical  difl^lties  than  in  eariy 

days?  ^ 

3.  What  sources  of  information  are  available  for  the  stndjr 
of  the  facts  as  to  personal  distribution  of  wealth  ? 

4.  What  are  the  essential  facts  as  to  equality  or  inequali^ 
in  the  United  Kingdom? 

6.  Are  there  any  factors  in  the  United  Kingdom  or  Prus- 
sia tending  to  produce  or  perpetuate  ineqnali^  of  wealth, 
which  are  not  found  in  Canada? 

6.  Why  is  there  greater  equalily  in  France  than  in 
United  Kingdom? 

7.  What  are  the  special  factors  which  have  made  for  equal- 
ity in  Canada? 

8.  What  have  been  the  sources  of  the  outstanding  fortunes 
in  the  United  States?  in  Canada? 

9.  How  far  are  our  problems  of  poverty  problems  of  im- 
migration? 

10.  How  may  tendencies  as  to  distrib  aiion  ot  w«uth  be 

estimated? 

11.  What  is  Mallock's  argument  as  to  the  share  of  national 
wealth  possessed  by  the  poorer  classes  in  the  United  Kingdom 
now  as  compared  with  their  share  in  1800? 

12.  In  what  ways  do  you  think  the  average  English  work- 
ingman  is  better  off  to-day  than  his  grandfather?  in  what  ways 
worse  off? 

13.  Why,  if  conditions  improve,  do  discontent  and  agita- 
Uom  increase? 

14.  Distinguif^h  between  the  control  of  wealth  and  its 
ownership. 

15.  With  what  justice  can  the  prevalent  social  and  politi- 
cal defects  be  charged  to  the  industrial  system?  Does  the  mere 
fact  that  defects  exist  condemn  a  system?  Would  it  be  dedp- 
i^le  to  be  absolutely  satisfied  with  any  system  as  perfect? 
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16  In  building  up  the  several  fortunes  which  exist  to 
your  community,  what  part  do  you  think  h/s  been  played  by 
inheritance?  by  unusual  enterprise?  by  mdustry?  by  thrift? 

by  fraud?  by  luck?  ,  j  -  -i.  ,  • 

17.  Why  do  not  fortunes  go  on  increasing  indetoutely? 

18.  If  ability  is  inherited,  why  should  not  wealth  be  in- 
herited? .  J  4.V.„  UK 

19.  Are  there  any  restrictions,  m  Canada,  upon  the  iiD- 
erty  of  a  testator  to  do  what  he  likes  with  his  property? 

20.  Does  a  leisure  class  justify  its  existence  by  its  contri- 
butions to  culture?  Is  the  setting  up  of  a  leisure  class  the  only 
way  such  ends  can  be  attained? 

21  Do  you  see  any  difference  between  saying  that  things 
ought  to  be  so  and  so  and  saying  that  the  state  should  at  onee 
proceed  to  make  them  so?  .  i-i.  ^ 

22.  Which  is  more  'mportant,  approximate  equality  M 
possessions  or  approximate  equality  of  opportunity?  Is  it 
necessary  to  destroy  the  present  order  to  secure  the  latter? 

23  "To  p'lll  down  those  who  are  superior  m  wealth,  cul- 
ture, talent,  virtue  or  education  is  to  act  like  an  army  invading 
a  hostile  country,  which  should  shoot  its  own  advance  guard. 
Ckmiment.  .        ..  , 

24.  What  instances  occur  to  you  of  one-time  luxuries 
which  ha  re  to-day  become  necessities  to  nearly  all  classes? 

QuestioTU  for  Written  Anawer. 

1  Make  a  list  of  what  appear  to  you  to  be  the  strongest 
points  of  our  present  system  of  private  property  and  individual 
competition.  . 

2.  Make  a  list  of  its  weakest  points.  .   *  t. 

3  What  do  you  think  are  the  most  necesst.  y  steps  to  take 
to  secure  a  real  equality,  or  approximate  equality,  of  oppor- 
tunity in  Canada?  ,  -  _x  i  i;t,« 

4  Are  there  any  reasons  why  great  fortunes  are  less  like- 
ly to  be  dissipated  than  in  the  days  when  the  American  proj 
verb,  "Three  generations  from  shirt-sleeves  to  shirt-sleeves, 

was  coined?  .  ^         u.  •> 

5.  Do  any  of  the  Review  questions  present  difficulty  / 
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LESSON  XI. 
DiHributim  of  Weatth--by  Faetori. 

1.   The  Process  of  Distribution. 

It  was  stated  in  the  preceding  lesson  that  the  term  distri- 
bution of  wealth  is  used  in  two  senses.  In  the  sense  in  which 
it  has  already  been  discussed,  it  involves  a  study  of  the  results 
of  economic  activities,  2  the  present  facts  as  to  personal  dis- 
tribution, of  the  equality  or  inequality  of  the  total  incomes  or 
possessions,  however  derived,  enjoyed  by  the  people  of  any 
community.  In  the  other  meaning,  it  has  reference  to  the  pro- 
cess rather  than  to  the  results ;  under  this  head  the  student  of 
economics  endeavors  to  understand  the  laws  or  factors  or 
forces  which  determine  what  share  of  the  total  product  of  any 
undertaking  or  <if  the  whole  community  falls  to  this  claimant, 
say,  the  wage-earner,  and  what  share  to  that  claimant,  say,  the 
capitalist.  This  general  topic  will  be  discussed  in  this  and  fol- 
lowing lessons. 

In  discussing  the  broad  question  of  the  distributive  pro- 
cess, it  is  necessary  to  examine  some  of  the  more  important 
theories  which  have  been  held  in  the  past.  In  many  cases 
these  theories  do  not  now  receive  assent  from  careful  students, 
but  thej'  still  influence  the  statement  and  treatment  of  the 
problem,  they  linger  in  popular  discussion,  and  a  reference  to 
Hum  will  serve  to  bring  out  some  essential  aspects  of  the  com- 
plex question  and  to  contribute  something  to  a  more  adequate 
solution. 

First,  who  are  the  claimants  in  distribution?  "VvTiat  are 
the  shares  into  which  the  total  product  is  divided?  It  is  cus- 
tomary to  recognize  four  classes  of  claimants,  and  four  cor- 
responding shares :  the  landlord  is  said  to  receive  rent,  the 
capitalist  interest,  the  wage-earner  wages,  and  the  entre- 
preneur or  employer  profit.  These  shares  in  distribution  cor- 
respond in  part  to  the  entrepreneur's  outlays  or  costs  of 
production,  and  include  also  the  residual  share  that  falls  to 
himself  as  profit.  A  farmer  or  manufacturer  rents  land  for 
cultivation  or  for  a  building  site:  the  outlay  for  rent  is  one  of 
his  costs  of  production.  Next  he  borrows  money :  the  outlay 
for  interest  on  this  sum  is  equally  one  of  his  costs  of  produc- 
tion. He  hires  workmen, ;  ad  their  wages,  from  his  standpoint, 
are  still  a  third  cost.  Whatever  is  left  after  meeting  these 
^temandi  is  his  own  pral^  WheUwr  this  ebuuiflcation  is  afr> 
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curate  or  complete  will  be  discussed  later.        \he  prwent  it 

sufficient  to  note  that  it  has  been  the  basis  of  both  the  «»- 
demic  and  the  popuh^r  discussion  for  many  years.      .      .  . 

Note  also  that  it  is  not  implied  that  every  person  falls  into 
one  and  one  only  of  these  categories.  The  same  man  may  re- 
ceive  rent  rs  owner  of  a  small  farm,  interest  on  a  government 
bond  waprs  for  services  performed  for  an  employer,  and  pro- 
fits on  some  schf  me  en^ajred  in  during  his  spare  time.  In 
different  countries  difTei'ent  coml)inations  will  be  found,  in 
England,  for  example,  agriculture  is  usually  earned  on  by 
three  clearly  distinct  classes,  the  landlord  who  provides  the 
land  j>nd  permanent  improvements,  the  farmer,  who  supplies 
working  capital,  reiitinj?  the  land  and  hiring  the  laborers,  and 
the  laborers,  who  have  little  opportunity  of  ever  becoming 
more  than  hired  hands.  In  Canada,  on  the  contrary,  the  one 
man  usuallv  owns  the  land,  provides  part  at  least  of  whatever 
workinir  capital  is  needed,  and  does  much  of  the  labor  himself . 
Again,  in  France,  Avhere  the  habit  of  thrift  is  widespread, 
artisans  or  farmers  or  clerks  possess  government  bonds  or 
savings  accounts  to  a  degree  unknown  in  less  fortunate  coun- 
tries. Whatever  combinations  may  be  formed,  however,  the 
various  functions  are  distinct  and  the  classification  noted, 
whether  complete  or  not,  provides  a  useful  starting-point  in 
the  investigation. 

2.  NiNEraBNTH  Century  English  THBOitiEs  of 

Distribution. 

For  the  greater  part  of  the  nineteenth  century,  certain 
famous  theories  of  distribution  held  the  field  m  England  rnd 

in  other  countries  where  English  economists  exercised  .i/'a- 
ence  While  these  doctrines  were,  if  true  at  all,  true  only  m 
the  peculiar  conditions  of  industrial  life  in  nineteenth  century 
England,  they  were  put  for  ard  as  if  universal  and  eternal 
truths.  Particularly  in  popular  discussion,  they  assumed  a 
character  of  dogmatic  certainty  which  gave  them  a  special  title 
to  be  considered  the  orthodox  or  classical  doctrines. 

One  of  the  significant  features  of  the  distribution  theory 
of  this  period  was  the  attempt  to  establish  a  separate  law  for 
each  f?-tor.  di.stinct  explanations  of  the  amount  of  the  land- 
lord' •  r-^  of  the  laborer's  and  of  the  capitalist's  shares  in  the 
proo  <•*  ^he  Ricardian  Law  of  Rent,  the  Iron  Law  or  Wage- 
Fund  rie-  of  wages,  accounted  for  the  shares  respectivebr 
of  lanan^rd  ?  id  wage-earner:  the  remainder  fell  to  the  capi- 
talist, the  residual  claimant 

The  Ricardian  Doctrine  of  Rent.  Most  definite  and  most 
widely  accepted  was  the  theory  of  rent  put  forward  by  several 


writers  In  the  early  twenties  of  the  nineteenth  centu>T' 
SSwBtS  by  the  English  banker  and  economist.  David 

^'**^cardo  and  his  follower*  began  by  assuming  that  land 
was  essentially  distinct  from  the  other  factors  of  production. 

and"capital,  and  that  its  share  in  distribution  w^  «^^^^ 
by  distinct  and  peculiar  forces.  Nature  and  natural  resources, 
man  and  his  labor,  and  the  capital,  in  the  fonn  of  money,  nia- 
Sinery/raw  material,  which  was  the  result  of  "n^o"  ?f^"15".^ 
labor  kkd  nature's  bounty,  were  c  early  f sparable  K.cardo  s 
theory  of  rent,  moreover,  was  mainly  a  theory  of  the  rent  of 
agricultural  land,  though  it  was  extended  to  cover  urban  land. 

Rent,  in  the  Ricardian  view,  was  a  surplus.  That  is.  on 
practically  every  farm  in  cultivation,  after  the  labor  and  the 
Capital  employed  had  received  the  normal  return  due  them  it 
appeared  that  there  was  a  surplus  left,  which  fell  to  the  owner 
—whether  or  not  the  owner  was  a  different  person  from  the 
farmer  who  actually  carried  on  the  work.  This  was  the  fact 
of  rent,  which  the  law  of  rent  must  explain. 

The  first  step  in  the  explanation  was  to  note  the  important 
differences  in  fertility  or  accessibility  to  market  between  dif- 
ferent areas  of  land.  and.  further,  the  differences,  so  far  as 
any  one  area  was  concerned,  between  the  product  yielded  by 
the  first  and  by  the  second  and  third  and  later  apphcation.s  of 
a  given  amount  of  labor  and  capital.  It  was  clear  that  no  two 
pilces  of  land  were  exactly  equal,  whether  m  fertility  or  in 
situation.   It  was  also  clear,  and  the  fact  was  summed  up  m 
the  Law  of  Diminishing  Returns,  that  while  every  fresh  appli- 
cation of  labor  and  capital  would  increase  the  total  product  of  a 
field,  yet  after  a  certain  point  the  increase  resulting  would 
fan  off,  would  be  less  than  the  increase  from  the  previous 
application.  A  farmer  could  go  on  crowding  laborers  into  his 
fields,  ploughing  and  reploughing.  hoeing  and  digging,  or  couw 
double  and  treble  the  amount  of  fertilizer  or  the  extent  and 
variety  of  machinery  used,  and  %vith  every  addition  the  yield 
would  increase;  yet  soon  or  late  he  would  find  that  the  last  nian 
or  the  last  hundredweight  of  fertilizer  did  not  increase  the 
yield  as  much  as  previous  units  of  labor  or  capital  had  done. 
When,  therefore,  population  grew  and  the  demand  for  food 
grew  in  proportion,  and  when  it  became  necessary  to  utilize 
less  fertile  or  more  remote  areas,  or  to  cultivate  the  old  areas 
more  intensively,  increasing  importance  attaching  to  the  ditter- 
ences  between  the  yield  under  the  most  favorable  conditions 
and  the  yield  under  the  least  favorable  (i.e..  at  the  margin  of 
cultivation,  the  last  land  or  last  land-use  found  necess^ 
known  as  the  extensive  margin  of  cultivation  when  the  Purest 
land  was  referred  to,  and  as  the  intensive  margin  when  the  last 


•ad  teMt  prodtiettvt  applioitfon  of  a  given  quantity  of  labor  or 
capital  to  a  given  area  was  in  view) . 

The  second  point  was  that  in  the  same  marltet  and  for  the 
same  staple  goods  there  could  be  only  one  price.  A  bushel  of 
wheat  of  a  certain  grade  would  bring  the  same  return  whether 
grown  on  fertile  cr  on  unfertile  land,  whether  part  of  a  thirty 
bushel  or  of  a  ten  bushel  to  the  acre  crop.  This  price  must  be 
Just  sufficient  to  cover  the  cost  of  production,  including  normal 
profits,  on  the  poorest  land  or  least  profitable  land-use  neces- 
sary to  meet  the  demand  for  wheat:  if  not  sufficient  to  meet 
this  cost,  this  land  will  not  continue  to  b#»  cultivated;  if  more 
than  sufficient,  still  poorer  land  would  .  .tilized.  The  value 
of  •grlcultura!  products,  in  short,  and  of  other  products  sub- 
ject to  the  law  of  Diminishing  Return,  tends  to  equal  their  cost 
of  production  on  the  extensive  or  intensive  margin  of  cultiva- 
tion. 

Now  the  cultivator  of  the  richer  soil  receives  the  same 
price  per  bushel  at  the  man  at  the  margin,  and  reaps  more 
bushels  for  the  same  expenditure  of  work  and  capital.  He  re- 
ceives a  surplus,  and  this  surplus,  under  free  competition,  goes 
to  the  landlord  as  Rent.  A  and  B  employ  the  same  amount  of 
labor  and  capital  on  two  rented  areas  of  diflferent  fertility.  A 
on  the  good  soil  cannot  hope  to  get  a  higher  net  reward  than  B 
on  the  poor  soil,  assuming  that  B  gets  enough  to  pay  customary 
returns  on  his  outlay,  interest  on  his  capital  and  wages  for  his 
laborers.  For  C  and  D  will  be  glad  to  take  A's  land  on  the 
same  terms  as  B  secures  his,  paying  the  landlord  the  excess 
above  the  sum  which  repays  him  for  his  sacrifices  in  produc- 
tion. The  rent  of  any  grade  of  land,  therefore,  will  just  equal 
the  excess  of  the  value  of  its  product  over  that  of  the  poorest 

Ws  i"  Rterfaw.*"  ™^  ^  ^^""^ 

A  simple  illustration  may  be  given.  Suppose  we  have 
grades  of  land  which  can  produce  respectively,  24,  18,  and  12 
bushels  of  wheat,  with  ihe  ex|»enditure  of  an  equal  amount  of 
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capital  and  labor.  At  first  the  demands  for  wheat  may  be  met 
entirely  by  cultivating  land  A ;  assume  that  the  price  is  $1  a 
bushel,  and  $24  the  return  necessary  to  recompense  the  labor 
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and  capital  employed.  Later,  population  and  demand  grow ;  it 
becomes  necessary  to  use  land  of  grade  B.  To  meet  the  ex- 
penaes  of  production.  |24.  the  wheat  produced  from  this  land 
mast  briiiff  91.8a  |  •  hmhel.  But  the  wheat  grown  on  land  A 

will  now  bring  the  same  price;  twenty-four  bushels  at  the 
higher  price  will  ell  for  $32.  or  enough  to  pay  the  usual  re- 
turns to  capital  a.  1  labor  and  leave  a  surplus  of  $8,  which  the 
landlord  can  exact  as  rent.  If  increasing  demand  makes  it 
necessary  to  utilize  grade  C.  the  priee  will  rise  to  |2  a  bushel, 
land  A  will  pay  $48  —  $24=$24  in  rent,  and  land  B.  $36  —  $24 
=$12.  Similarly,  if  instead  of  cultivating  new  land,  more 
capital  and  labor  are  put  on  the  first  grade,  equal  differences 
in  return  and  consequent  equal  surplus  or  rent  will  develop 
between  applications  D,  E,  and  F. 

It  follows  that  rent  does  not  affect  the  price  of  agricultural 
products  in  the  least,  no  matter  how  great  it  is.  The  price  of 
wheat  is  fixed  by  its  cost  of  production  on  the  poorest  land  in 
use;  and  on  this  margin,  it  has  been  seen,  there  is  no  surplus, 
no  rent  is  paid ;  rent,  then,  does  not  enter  into  the  expenses  of 
pro  auction  of  that  part  of  wheat  which  determines  price.  On 
the  other  hand,  price  determines  the  rent;  price  is  caase  and 
rent  is  effect.  Demand  for  more  wheat  raises  its  price  and 
makes  possible  and  necessary  the  cultivation  of  poorer  and 
poorer  soils ;  the  further  down  cultivation  is  forced,  the  larger 
will  be  the  surplus  or  rent  of  the  best  lands.  Thus  price  de- 
termines  rent. 

Finally,  the  advocates  of  this  theory  recognized  that  over 
a  :>p  jod  of  time  improvements  in  methods  of  cultivation,  in 
macninery.  in  transportation,  might  counteract  the  tendency 
to  diminishing  returns,  and  help  to  keep  land  from  r?sing. 
They  believed,  however,  that  in  the  rac.  between  the  growth 
of  population  and  improvement  in  methv-ds.  the  former  was 
likely  to  win,  and  was  actually  winning  in  the  England  of  the 
earlier  part  of  the  nineteenth  century. 

The  Sv'  ar.tence  Theory  of  Wages.  The  share  »  !  the  land- 
lord havirg  been  thus  determined,  it  was  necessary  to  find  the 
law  govt;:  ning  the  reward  of  the  laborer.  The  first  systematic 
theory  was  a  simple  one,  known  variously  as  the  Ricardian 
theory  Ox  wages,  the  Iron  Law  of  wages,  or  the  Sulwsistence 
theory.  Briefly,  it  was  that  the  reward  of  the  laborer  is  de- 
termined by  the  cost  of  his  subsistence  or  rather  the  subsist- 
ence of  himself  and  family.  It  is  thus  expressed  by  Rieanfo: 

The  natural  price  of  labor  is  that  price  which  is  necessary 
to  enable  the  laborers,  one  with  another,  to  subsist  ai  '  to  per- 
petuate their  race,  without  either  increase  nr  diminution.  .  .  . 
The  market  price  of  labor  ia  the  price  which  is  really  paid  for  it. 
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from  the  natural  operation  of  the  proportion  of  the  supply  to 
the  demand;  labor  is  dear  when  it  is  scarce  and  cheap  whra  it 
is  plentiful.  However  much  the  market  price  of  labor  may  de- 
viate from  its  natural  price,  it  has,  like  commodities,  a  tendency 
to  conform  to  it. 

It  is  when  the  market  price  of  labor  exceeds  its  natural 
price,  that  the  condition  of  the  laborer  is  flourishing  and  happy, 
that  he  has  it  in  his  power  to  command  a  greater  praportion  of 
the  necessaries  and  enjoyments  of  life,  and  therefore  to  rear  a 
healthy  and  numerous  family.  When,  however,  by  the  encour- 
agement which  high  watres  pive  to  the  increase  of  population, 
the  number  of  laborers  is  increased,  wapes  apain  fall  to  their 
natural  price  and  indeed  from  a  reaction  sometimes  fall  below 
it  When  the  market  price  of  labor  is  below  its  natural  price, 
the  condition  of  the  laborers  is  most  wretched.  It  is  only  after 
their  privations  have  reduced  their  number,  or  the  demand  for 
labor  has  increased,  that  the  market  prieti  of  labor  will  riae  to 
its  natural  price.  ... 

It  is  not  to  be  understood  that  the  natural  price  of  labor, 
estimated  even  in  food  and  necessaries,  is  absolutely  fixed  and 
constant.  It  varies  at  different  times  in  the  sam«  eooatry,  and 
very  materially  differs  in  different  countries.  It  depoida  oaaen- 
tially  on  the  habits  and  customs  of  the  people. 

This  theory  received  support  from  the  actual  facts  as  to 
wages  in  industrial  England,  in  the  early  years  of  last  century: 
as  a  matter  of  fact,  they  rarely  exceeded  what  was  required 
for  bare  subsistence.  The  theory  was  further  strengthened  by 
the  observation  o*  the  effects  of  the  poor  law  system.  Under 
this  system,  allowances  werepaid  by  each  parish  to  the  poor, 
varying  with  the  price  of  bread  and  the  number  in  each  family. 
The  net  result  was  to  relieve  employers  at  the  expense  of  the 
general  taxpayer,  by  paying  for  them  part  of  the  wages  which 
otherwise  they  would  have  had  to  pay  out  of  their  own  pockets. 
As  the  allowance  from  the  parish  went  up,  wages  went  down. 
It  seemed  hard  to  explain  this  fact  un  any  other  ground  than 
the  subsistence  theory  of  wages.  It  was  found  necessary,  it 
may  be  remarked,  to  abolish  in  1834  this  practice  of  outdoor 
poor  relief,  a  practice  which  was  demoralizing  the  laboringr 
classes  and  threatening  to  bankrupt  the  rest  of  the  community. 

The  Wage-Fund  Theory.  With  the  constant  improvement 
in  the  condition  of  the  laboring  classes  in  England,  it  became 
impossible  to  maintain  the  subsistence  theory  in  its  first  form. 
Consequently  more  stress  was  laid  on  what  Ricardo  had  called 
market  wages  as  distinct  from  natural  wages.  The  subsistence 
level  remained  as  the  level  to  which  wages  would  fall  if  the 
poor  did  not  reform  their  incontinent  habits  and  prevent  their 
numbers  from  increasinsr  at  the  rate  whidt  so  akumed  Malthiu 


— 18S— 


and  his  followers.  But  evidently  wages  mirfit  for  a  long  period 
remain  substantially  above  this  gloomy  minimum.  What  de- 
termined the  range  of  these  fluctuations  ?  Supply  and  demand, 
Ricardo  had  said.  But  what  constituted  supply  and  what  de- 
mand ?  The  supply  evidently  was  the  number  of  laborers  seek- 
ing employment,  and  the  demand,  went  on  the  Wage-Fund 
theorists,  such  as  Senior  and  McCulloch  and  Mill,  consisted  of 
the  Wage-Fund,  or  the  capital  set  aside  by  employers  for  the 
payn.ent  of  labor.  Wages,  therefore,  equalled  the  wage-fmid 
divided  by  the  number  of  laborers. 

This  theory  was  not  entirely  distinct  from  the  subsistence 
theory,  or  antagonistic  to  it.  Both  theories  could  be  expressed 
simply  as  the  equation,  capital -f-number  of  laborers=average 
wages.  Both  rested  on  a  belief  in  the  Malthusian  theories  of 
population  (see  Lesson  XHI).  The  difference  lay  in  that  the 
BQlMistence  theory  emphasized  the  quotient,  found  it  more  or 
less  exactly  and  definitely  fixed,  determined  by  the  cost  of  sub- 
sistence, while  the  wage-fund  theory  emphasized  the  dividend, 
found  that  the  exactness,  the  precision  desirable  in  a  law,  lay 
in  the  funds  or  goods  available  for  distribution,  an  tanomt 
which  could  not  at  any  time  be  suddenly  or  materially  altered. 
Ihere  was  a  difference  also  in  the  applications  which  could  be 
made  of  the  two  theories.  The  subsistence  theory,  though  de- 
veloped by  orthodox  and  conservative  thinkers,  lent  itself  easily 
to  socialist  denunciation.  Lassalle,  the  great  German  socialist, 
t  tolTV^H''"^,'*  °'  Wages,  and  dai^  that 

^-l  i  ^°  *5  P'^en*  industrial  system  lasted, 
rj?"  °°  °'  betterment  for  the  working  class,  no  hop^ 
litl  r^r*  .Pennanently  exceed  the  reward  of  a  slave, 
;5fL  '  ''a^e  s"^^'?*!,"^^'  "^^^  wage-fund  theory,  on  the  con- 
trary, opened  up  indefinite  possibilities  of  progress  for  Sie 
Sf ToS  '^""ditioned  however,  on  his  pr^  behavi^ 
th.f  H^vfiinH  .'  Z^-^^^'  increased,  first,  by  increasing 

the  dividend;  this  could  be  done  only  by  increasintr  canital 
assuming  that  the  proportion  of  all  cap'Staf which  wLs^set  Side 
cZZr^t\r'"T^^  stationary.    The  saving  habits  of  the 
capitalist,  therefore  were  emphatically  in  the  interest  of  the 
wage-earner,  and  the  more  capital  the  employer  secured,  the 

Hf^l/r.t''        r  r"**^  ^        l«bo^  to  increase  the 

dhldend.  the  wage-fund,  if  the  divisor,  the  number  of  laborers, 

^»«*er.    The  working-classes 
r^^u-  V  P«^er  to  determine  their  fortunes.    If  they 

multiplied  recklessly,  down  wages  would  go:  if  thev  showed 

ru1d"r?srVfTr'^'*       "p  sm&%  wiSs 

would  rise.    If  then,  wages  were  low,  it  was  not  the  caoitalist 
El^'L'^'iSS'^  improvident  habits  of  th7woTkin?^en 
must  be  held  responsible.   A  further  deduction  was  drawn. 
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The  total  wage-fund  at  any  time  was  a  fixed  sum.  If  one  body 
of  workingmen,  by  organizing  a  trade  union,  or  by  any  other 
form  of  pressure,  succeeded  in  compelling  their  employer  to 
increase  their  wages,  that  simply  meant  that  there  was  so 
much  the  less  to  divide  among  their  fellows.  Advantages 
gained  by  the  better  organized  workmen  were  secured  at  the 
expense  of  other  workmen  less  able  or  less  willing  to  make 
such  endeavors.  It  was,  therefore,  impossible  for  aU  worianen 
to  better  their  lot  by  trade  union  effort. 

Profits  or  Interest.  The  landlord's  and  the  wage-earner's 

shares  being  thus  determined,  it  followed  that  the  remaintier 
fell  to  the  capitalist.  Clear  distinction  was  not  made  between 
the  share  which  fell  to  him  in  return  for  the  use  of  his  capital 
and  the  share  due  in  return  for  his  direction  of  the  entyi  prise. 
In  any  case,  he  was  the  residual  claimant.  Profits,  incidental- 
ly, were  justified  either  as  the  reward  of  the  capitalist's  absti- 
nence, in  saving  his  wealth  for  further  production  rather  than 
immediately  consuming  it,  or  as  virtually  wages,  since  capital 
is  merely  accumulated  labor. 

3,   Criticism  op  the  Above  Theories. 

Is  Land  distinct  from  Capital?  At  the  outset  must  be 
considered  the  traditional  distinction  made  between  land  and 
other  forms  of  capital.  In  ordinary  business  usage,  the  term 
rent  is  applied  to  the  payment  made  for  the  use  of  any  specific 
good  which  must  be  returned  to  the  owner,  whether  a  farm,  a 
house,  a  machine  or  a  dress-suit,  while  .  -terest  is  taken  to 
mean  the  return  for  the  use  of  such  a  gooa,  «  hen  expressed  as 
a  proportion  of  its  value,  or  the  return  for  the  use  of  money  or 
equivalent  rights  over  productive  agents.  The  return  for  the 
use  of  a  farm  may  be  expressed  either  as  rent,  say,  five  dollars 
per  acre,  or  as  interest,  say  six  per  cent,  on  the  capital  value  of 
each  acre.  Land  is  thus  ordinarily  included  in  capital,  and  the 
return  for  its  use  is  not  considered  distinct  and  separate  from 
other  shares  in  distribution.  Since  Ricardo's  day,  however, 
until  recent  years,  many  economists  have  declined  to  follow 
popular  usage,  and  have  insisted  upon  treating  land  as  distinct 
from  other  forms  of  capital  and  drawing  up  separate  laws  to 
explain  its  share  in  distribution.  The  argument  for  this  dis- 
tinction has  been  put  concisely  by  B5hm-Bawerk: 

"In  many  essential  respects  land  and  capital  take  different 
ways.  (1)  The  former  is  immovable;  the  latter,  for  the  most 
par';,  movable.  (2)  The  former  is  a  gift  of  iwtar*;  the  latter, 
a  result  of  labor.  (3)  The  former  cannot  b«  iBereased,  the  lat- 
ter can  be.  (4)  The  landowner  has  a  aodal  and  economical 
poititton  euentiftlly  dUFerent  teem  that     the  eapitaSft;  pre- 
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perty  in  land  is  justified  on  essentially  different  grounds  from 
property  in  movables.  (5)  Land  is  the  special  object  of  &  kind 
of  production  which  is  economically  distinguished  by  aumy  im- 
portant peculiarities.  (6)  Income  from  land,  while  Bnbjeet  to 
many  lava  in  eemmm  wi«i  income  from  capital,  obeys  many 
distiiict  l»w*  of  iti  own— land  rent,  for  instance,  rising  with 
economical  development,  while  interest  falls.  On  all  these  con- 
siderations, it  is  most  convenient  to  keep  laad  qnite  diatinet  tnm 
other  kinds  of  productive  wealth." 

The  arguments  may  be  taken  up  in  turn.    (1)  and  (3) 
L«nd  IS  not  entirely  immovable  and  fixed  in  supply.    So  far  as 
area  is  concerned,  it  may  to  a  slight  extent  be  lessened,  as  by 
the  action  of  wave  and  tide,  or  it  may  be  increased,  as  the 
Dutch  have  done  in  me  ,y  an  acre  painfully  won  from  the  sea, 
or -as  the  Chinese  have  done  in  carrying  countless  baskets  of 
earth  up  mountain  sides  to  form  terrace  or  "bench"  lands. 
And  so  far  as  serviceability  goes,  effectiveness  for  production, 
the  real  quantity  of  land,  the  quantity  of  land-usefulness,  may 
be  mdefinitely  mcreased  by  fertilizers,  rotation  of  crops,  soil- 
inoculation  and  other  methods,  just  as  it  may  be  indefinitely 
lessened  by  wheat  mining,  b  yreckless  exhaustion  of  the  quali- 
ties of  the  soil  which  alone  give  it  value.   Different  kinds  of 
of  .  Jff^ f^if  '^^^n^Ji^-  "inJtation,  just  as  do  different  kinds 
of  capital  or  labor.  (2)  This  point  is  irrelevant :  however  origin- 
ating  the  land  is  here,  and  the  question  is,  does  it  differ  so 
greatly  in  its  use  or  m  the  laws  governing  the  return  for  its 
use  as  to  warrant  separate  classification  ?    Timber  or  diamonds 
may  be  considered  equally  gifts  of  nature.    (4)  True,  and  this 
political  and  ethical  discussion,  and  may 
of  «  1*  distinguwhingr  between  land  and  other  forms 

JnffipSnftl  taxation.   This  difference  will  be 

sufficiently  considered  if  under  the  term  capital  sub-heads  of 
natural  and  artificial  capital,  or  earned  and  unearned  wealth. 
^rjf^  1  special  purposes.  (5)  This  refers  to  the  opinion 
that  the  law  of  diminishing  returns  applies  solely  to  land.  But 
this  IS  not  tenable.  This  law  takes  two  forms  In  the  first 
y^rZ^*  attenipts  to  forecast  the  future:  in  the  race  between 
the  decreasing  fertility  of  the  soil  and  the  increasing  inventive- 
ff^«^  t"Z?"'  *"e/oi™er  was  thought  bound  to  win,  especially 
^*  ^^^^  increasing  rapidly  and  thus  made  it  neces- 
lV7,i  u  '^t  ever  poorer  soils.  In  this  version,  the  facts  of  the 
Ho^Iil  have  shown  it  is  not  true;  perhaps  in  the  past 

decade  or  so  demand  has  been  increasing  faster  than  agricul- 

iSf/ixZlH^l'^"'^!  P^'*'^       «ther  reasons^  than 

^\  ™  another  version,  this  law  states  that  here 

^iiS,  Zl^*  *  P""®"  ^'J^  °^  ^^^^^  «  one  best  adjustment 
of  the  ftetors  in  production,  and  that  if  with  a  given  «noi^t  ^ 
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land,  steadily  increasinjr  units  of  labor  and  capital  are  JiPPlied, 
the  yield  will  not  increase  nroportionally.  This  is  true,  but  it 
is  true  of  ?11  factors  alike ;  keep  the  amount  of  labor  stationa^. 
increase  the  units  of  land  and  other  capital,  and  here  al^o  the 
yield  will  l>f>  found  not  to  increase  in  proportion.  (6)  This  is 
not  a  universal  rule,  nor  is  it  true  of  land  alone,  as  will  be  seen 
later,  when  anv  essential  factor  in  production  becomes  scarce 
relatively  to  the  others,  its  share  in  distribution  rises  If  land 
is  the  scarce  factor,  its  value  will  increase,  but  equally  so  with 
labor  if  labor  is  the  factor  which  is  hpcoming  harder  to  get. 

On  these  various  grounds,  therefore,  it  is  coming  to  be 
agreed  bv  economis;ts  that  the  di-^.tincti(Mi  belween  land  and 
other  forms  of  capital  is  not  a  vdid  one  in  this  connection  at 
least  It  had  its  origin  in  the  davs  when  the  landlords  omt  the 
manufacturers  and  financiers  in  England  were  distinct  classes, 
with  opposing  political  and  social  and  economic  interests, — the 
davs  of  the  anti-corn-laws  aeitation;  while  this  opposition  of 
interests  has  not  entirely  ceased,  it  no  longer  has  the  vital 
importance  it  had  in  Ricardo's  and  Mill's  day,  and  in  any  event 
does  not  justify,  even  if  it  does  explain,  separate  treatment  m 
a  theory  of  distribution. 

The  Ricardian  Law  of  Rent.   One  further  consideration 
remains:  if  the  Ricardian  theory  is  correct,  the  return  for  the 
use  of  the  land  is  so  distinct  in  character,  determined  by  such 
distinct  factors,  that  on  this  ground  alone,  if  on  no  other,  land 
and  capital  should  not  be  classified  together.    This  theory, 
however,  will  not  bear  examination.    It  is,  in  the  first  place, 
not  a  theory  of  rent,  but  a  theory  of  differences  in  rent.  The 
problem  of  distribution  it  attempts  to  answer  is,  Why  does  the 
share  that  falls,  sav  to  the  laborer,  bear  such  and  such  a  pro- 
portion to  the  share  that  falls  to  the  landlord?  and  its  answer 
does  not  explain  this  at  all.  but  simply  explains  why  the  share 
of  this  landlord  bears  such  and  such  a  proportion  to  the  share 
of  other  landlords.    Again,  it  rests  on  the  assumption  that 
there  is  marginal  land  in  cultivation  which  pays  no  rent. 
Doubtless  there  is  much  land  that  does  not  pay  rent,  whether 
because  barren  r  r  far  from  markets,  but  the  moment  any  piece 
of  land,  no  matter  how  barren  or  remote,  becomes  necessary 
for  production,  its  owner  will  be  able  to  compel  the  payment  of 
rent  for  its  use.    Even  for  the  poorest  land  in  use.  and  thus 
affecting  supply,  there  will  be  some  amount  of  rent,  so  that 
rent  is  not  purely  a  differential.    One  migrht,  v.-ith  equal  just- 
ice, classify  machines  or  laborers  in  descendinsf  order  of 
capacity  and  by  assuming  a  no-interest  machine  or  no-wages 
laborer  frame  a  separate  and  differential  theory  of  interest  or 
wages    This  has  in  fact  been  done;  with  what  tenability.  "'ill 
be  discussed  in  section  4  below.   If  sound,  the  theory  of  rent 
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is  not  peculiar  to  land  alone,  nor  does  it  do  more  than  explain 
differences  in  rent 

The  Subsistence  Theory  of  Wages.  Taken  literally,  this 
theory  clearly  does  not  fit  the  facts  of  our  time,  whatever  may 
have  been  the  case  a  century  ago.  Wages  are,  on  the  average, 
much  higher  than  is  necessary  for  mere  subsistence.  Why  is 
it.  if  this  theory  is  sound,  that  wages  differ  in  different  trades? 
Does  it  require  more  food  to  keep  an  engraver  alive  than  a 
ditch-digger?  Why  are  waws  higher  in  England  than  in 
France?  in  Canada  than  in  England?  to-day  than  a  century 
ago  ?  Why  are  the  wages  of  farm  laborers  nigher  in  summer 
than  ni  winter?  Some  of  these  variations  may  be  explained 
in  Ricardo's  way,  as  being  market  fluctuations,  due  to  the 
changes  in  demand  and  supply.  But  if  these  fluctuations  are 
permanent,  if  wages  rarely,  if  ever,  conform  to  the  subsistence 
stand,  ',  how  can  this  standard  be  said  to  be  normal,  to  pro- 
vide a  definite  explanation? 

Recognizing  this  failure,  some  writers  in  later  years  have 
endea\  ored  to  reinterpret  the  theory.  The  necessaries  of  life, 
we  are  told,  must  be  taken  to  include  not  merely  the  quantity 
of  food  necessary  to  sustain  life,  the  quantity  of  nitrogen  or 
carbon  fuel  necessary  to  keep  up  steam  in  the  human  engine, 
but  the  conventional  requirements  as  well,  those  decencies  or 
comforts  which  .-^re  at  any  time  regarded  as  being  nearly  as 
mdi.spensable  as  food  and  shelter  themselves.  Tobacco,  b  ythe 
British  workinjrman,  may  be  considered  as  much  a  necessary  of 
life  as  bread ;  shoes  and  stockings,  which  Adam  Smith  notes 
were  not  in  his  time  worn  by  the  poorer  classes  in  Scotland, 
are  now  necessities,  not  luxuries,  to  practically  every  one  in 
that  land.  A  woman  may  forego  a  meal  to  buy  a  ribbon;  and 
even  m  the  purchase  of  food  regard  may  be  had  to  conventions, 
M  iv  ^"f®'  hre&i,  rather  than  to  food  value  alone. 

IT  that  is  so,  then  the  iron  law  becomes  a  golden  law.  Wages 
conform  to  the  standard  of  comfort  of  any  time,  equal  what 
on  the  whole  are  considered  conventional  as  well  as  physiolo- 
gical needs.  All  that  it  is  necessary  to  do  to  better  the  lot  of 
the  working  class  is  to  raise  their  standard  of  living:  wages 
will  keep  pace.  This  is,  in  fact,  an  expansion  of  a  qualification 
made  bv  Ricardo  himself:  note  the  last  paragni^  of  the  quo- 
tation from  his  treatise. 

Unfortunately,  while  more  in  keeping  with  the  facts  of  in- 
creasing prosperity  than  the  older  version,  this  new  form  of 
theory  does  not  square  with  realties.  Men  will  lower  their 
.standards  rather  than  starv«.  When  hard  times  come,  some 
or  the  ground  gained  ir  '^osperous  days  is  lost  again.  In  part 
at  least,  standards  e'  ...^  ^rc  effect,  ^-.t  cause  of  wages 
It  IS  true,  however,  tl      n.   -istence  of  a  uv^.inite  standard  of 
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habits and  conventions  may  tend  to  ^^tiffen  the  resistance  of 
workmen  to  a  prorosed  cut  and  to  enlist  public  sympathy  on 
their  side.  The  standard  of  living  is  a  real  factor  m  deter- 
mining wages,  but  it  is  only  one  factor,  and  it  operates,  as  wUl 
be  noted  below,  only  in  so  far  as  it  atfects  bargaining  strength. 

The  Wage-fund  theory  is  also  open  to  serious  criticism. 
Capital,  if  m'onev-capital  or  loan-fund  is  meant,  is  not  at  any 
time  a  definite  and  invariable  amount;  it  varies  with  every 
change  in  the  credit  mechanism,  in  the  relations  of  debtors  and 
creditors,  in  the  confidence  of  business  men  in  the  future.  Nor 
is  any  specific  proportion  of  this  capital  set  aside,  definitely 
ear-marked,  for  the  payment  of  wages,  no  less,  no  J^ore;  the 
employer  will  pav.  not  a  predetermined  amount,  but  what  ne 
has  to  pay  or  perhaps  thinks  it  decent  to  pay.    If,  again,  by 
capital  we  understand  the  actual  consumption  goods  available 
for  the  support  of  the  laborers  engaged  in  further  production, 
this  quantity  is  less  variable,  indeed,  but  in  fact  the  workers 
in  large  part  produce  as  they  go  along  the  goods  out  of  which 
their  reward  is  to  come,  and  the  amount  of  these  goods  vanes 
with  their  skill  and  activity.    Cotton-mill  owners  in  Lanca- 
shire and  Bengal  may  invest  the  same  amounts  of  capital,  but 
the  8 -eat  difference  in  the  wages  of  the  Lancashire  and  the 
Bengalese  workmen  reflects,  among  other  things,  the  difference 
in  their  productivity.   Each  new  laborer  may  add  more  to  the 
product  to  be  shared  than  the  average  laborer  preceding,  and 
thus  increase  rather  than  reduce  the  wages. 

Here,  again,  however,  we  must  conclude  that  a  theory 
which  so  long  held  the  field  contained  at  least  a  part  of  truth, 
if  not  the  whole  truth.  There  may  be  no  fixed  wage  fund, 
w'  -""s  may  depend  in  part  on  the  amount  of  the  future  pro- 
duce and  not  solely  on  the  past  savings,  but  it  remains  true 
that  there  is  a  close  and  important  relation  between  the 
amount  of  capital  and  the  rate  of  wages.  The  principle  of 
demand  and  supply  is  sound,  but  requires  to  be  stated  m  other 
terms  than  those  of  the  wage-fund  doctrine. 

4.  Marginal  Productivity  Theory  op  Distribution. 

Tt  seems  necessary  to  refer  briefly  to  a  later  doctrine 
which  has  been  widely  accepted.  _ 

A  crude  productivity  theory,  in  connection  with  wages, 
was  put  forward  a  generation  ago  by  General  Walker,  an 
American  economist  and  keen  critic  of  the  wage-fund  doctrine. 
He  w?s  led.  by  his  emphasis  on  the  importance  of  the  varia- 
tinn«  in  prnrinct  in  determining  wages,  to  frame  a  doctrine 
which,  accepting  the  orthodox  Ricardian  theory  of  rent,  and 
developing  a  special  profits  theory,  went  on  to  declare  that  the 
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worker  was  the  residual  claimant,  and  that  all  increases  in  the 
total  product  would  fall  to  him.  This  theory,  however,  which 
implied  that  the  workman's  share  came  by  a  process  indepimd- 
ent  of  his  own  bargaining  and  striving,  would  be  the  sane 
whether  he  demanded  much  or  would  be  content  with  little, 
could  not  survive  criticism. 

Since  Walker's  day,  a  more  elaborate  theory  has  been  de- 
veloped which  endeavors  to  prove  that  the  share  in  distribu- 
tion, not  only  of  labor,  but  of  every  factor,  is  exactly  equal  to 
Its  share  m  the  production,  or  rather  to  the  product  of  the 
marginal  unit  of  that  factor.   The  principles  of  diminishing 
returns  and  marginal  factors  are  taken  over  from  the  Ricardi- 
an  a<>ctrine  of  Rent,  and  made  to  apply  to  all  factors.  Assume 
nm  that  la^r  is  the  varying  factor    The  employer  adds  unit 
after  unit  of  labor,  of  the  same  efficiency,  until  the  point  of 
diminishing  returns  is  reached  and  passed,  until  a  situation  is 
reached  where  the  increase  in  product  due  to  the  presence  of 
an  additional  laborer  is  barely  equal  to  the  wage  that  must  be 
paid.   At  this  point,  therefore,  the  wage  paid  and  the  product 
of  the  marginal  laborer  will  be  equal.    And  since  the  last 
laborer  employed  is,  by  hypothesis,  of  equal  efficiency  with 
other  laborers,  we  may  widen  the  conclusion  into  the  statement 
that  the  ^yages  of  all  laborers  will  tend  to  eqnal  the  marginal 
productivity  of  labor.     Similarly  by  assmning  in  turn  that 
land,  capital,  managing  ability,  are  the  varying  factors,  we  may 
reach  similar  conclusions  that  rent,  interest,  profits,  tend  to 
equal  the  marginal  productivity  of  the  factors  to  which  they  . 
correspond. 

It  is  not  desirable,  in  this  introductory  study  of  economics, 
to  treat  this  theory  at  length,  but  it  is  found  so  widely  in 
current  discussion  that  some  points  of  criticism  should  be  indi- 
cated. (1)  It  assumes  a  universal  condition  of  diminishing 
returns.  This  is  not  inevitable :  if  the  best  adjustment  of  fac- 
tors has  not  been  attained  (see  Section  3),  it  may  be  that  it  is 
the  factor  ^yhIch  is  deficient  that  is  being  iP".:.8ed,  with  the 
result  that  mcreasine  rather  than  diminishing  returns  will  be 
tound ;  for  example,  in  American  agriculture  there  is  not  suf- 
ficient labor  and  capital  in  proportion  to  the  land  occupied,  but 
these  factors  are  increasing,  with  consequent  increasing 
returns.  Again,  if  the  best  adjustment  has  been  reached,  say 
in  manufacturing,  obviously  the  best  course  is  to  increase  afl 
the  lactors  at  as  nearly  the  same  rate  as  possible,  and  thus 
kep  the  maximum  rate  of  profit,  rather  than  be  satisfied  with 
the  lower  rate  attendant  on  diminishing  returns.  (2)  Not 
only  does  the  theory  assume  a  condition  of  diminishing  returns, 
but  It  assumes  that  this  is  true  with  respect  to  each  of  the 
tactors;  in  other  words,  the  supply  of  each  factor  is  assumed 
to  be  iBeming faster  than  of  the  others,  at  the  earned- 
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a  rather  difficult  situation  to  imagine.  (3)  The  last  increment 
of  product  is  not  attributable  to  the  last  unit,  say  of  labor, 
employed  in  production.  It  is  the  product  of  that  unit  Mting 
in  conjunction  with  the  existing  capital,  includmg  land.  It 
is  as  impossible  to  isolate  any  part  of  a  joint  product  and 
identify  it  as  the  contribution  of  a  single  factor,  as  it  is  to  say, 
when  a  flash  of  electricity  turns  a  mixture  of  oxygen  and 
hydrogen  into  water,  how  much  of  the  water  is  due  to  the  oxy- 
gen, how  much  to  the  hydrogen,  and  how  much  to  the  flash. 
(4)  It  is  not  clear  why  the  previous  laborers  should  consent 
to  have  their  wages  cut  every  time  a  new  and  less  productive 
laborer  was  hired.  Tf  they  did  consent,  why  would  it  not  pay 
the  employer  to  add  laborers  even  beyond  this  point?  (5) 
The  theory  is  an  excellent  example  of  circular  reaaonmg.  It 
assumes  the  margin  to  begin  with,  a  wage-rate  for  example, 
which  guides  the  employer  in  deciding  when  to  atop  adding 
workmen,  i.e.,  when  the  product  of  the  last  man  added  barely 
equals  this  wage.  Then  it  declares  that  the  product  at  this 
margin  determines  wages. 

5.  The  Bargaining  Theory  op  Distmbution. 

Having  thus  briefly  reviewed  some  of  the  more  important 
explanations  of  the  problem  of  distribution,  offered  in  the  past, 
we  may  now  go  on  to  discuss  the  theory  which  at  the  present 
time  is  gaining  most  acceptance,  and  which  endeavors  to  com- 
bine the  partial  glimpses  of  truth  offered  by  each  of  the  pre- 
*  vious  explanations. 

Factors  in  Production  and  Claimants  in  Distribution.  The 
first  question  that  presents  itself  is,  what  clarification  is  to  be 
made  of  the  factors  in  production  to  which  shares  m  distribu- 
tion correspond?  The  accepted  claasiflcation  has  been  «8.I0^ 
lows: —  '  ■  n1 

Factors  in  Production     Corresponding  shares  in  Distribution 

Capital   Interest 

Land   Rent 

Labor   Wages 

Management   Profits 

We  have  noted  above  reasons  for  doubting  the  advisability  of 
giving  land  a  separate  place.  In  an  earlier  lesson  (see  page 
82),  the  question  is  raised  whether  there  are  not  innumerable 
factors  in  production.  The  latter  point  is  thus  put  by  Daven- 
port: 

"The  employer's  computation  of  costs  includes  items  other 
than  wages  of  labor,  rents  of  instruments,  interest  on  the  value 
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fund  invested,  and  his  own  necessary  profits.  Other  costs,  u 
for  example,  risk  burdens,  are  to  be  computed;  tazM  and  lAw 
tising  expenses,  dtteriontkm  ehurgM,  rabwri|>tioi»  nuuh  on 
'"IS^L?'  •«p«H«ey— tickets  to  the  church  supper, 
eratrflratiofu  to  the  Sunday  school  picnic,  copies  of  the  War 
Cry  accepted— must  all  be  included;  the  purchase  of  machinery 
or  a  franchise  or  a  patent  or  a  state  legislature  may  be  under- 
taken im  equally  cogent  bnaineM  leaMnu." 

It  is,  however,  quite  possible  to  include  all  of  these  various  out- 
lays and  corresponding  incomes,  under  a  few  heads.  The 
STiw  fi'"?  J'u^  l^-  entrepreneur,  producingr  goods  for  the 
market,  finds  that  his  requirements  whether  for  manuf.  ctur- 
mg  or  for  selling  can  be  grouped  in  the  following  classes 

I.  'Pxixna.ry:  Capital,  in  the  form  of  unspecialized  loan- 
fund,  that  is,  money  or  rights  or  power  to  pur- 
chase goods  or  services. 

n.  Secondary,  that  is,  necessary  instruments  of  production, 
goods  or  services  or  privileges,  to  secure  whidi 
this  capital  must  be  invested. 

1.  Privilege  to  do  business,  e.g.,  taxes  paid  to  a  state, 

payment  for  a  franchise,  or  for  a  patent;  the 
banana  peddler's  payment  to  a  grafting  police- 
man, or  the  railroad  corporation's  subscrip- 
tion to  a  party  campaign  fund. 

2.  Capital  goods,  cone  rete  instruments  of  production, 

land,  buildings,  machinery,  raw  materials,  fuel, 
power,  etc 

8.  Labor,  employed  under  direction,  manual  and 
clerical,  skilled  and  unskilled. 

4.  Management,  the  services  of  the  directing  head, 
whether  a  single  man  or  several  partners  or 
the  more  complicated  control  exhibited  in  tiie 
modem  corporation. 

All  of  the  outlays  mentioned  in  the  quotation  from  Davenport 
fall  under  one  or  other  of  these  heads:  depreciation  charoea 
are  on  the  same  footing  as  outlay  for  new  plant,  that  is.  are 
equally  investment  n  capital  goods;  the  Tfar  Cry  subscript^ 
ir  tnr.tf  ti''^'^^'  r^'*^^.'  ^«  to  be  classified  in  oSe 

SnhHHtv  to  the  method  of 

S^.  K  1?K^°?^  ~'''^^t^^^  0^^^  own  front  window  is  used, 
M«d  *  newspaper  column  rented,  or  a  sandwich- 


We  are,  however,  primarily  concerned  with  the  sham  in 
distribution,  not  with  the  outlays  in  production.  We  may  vary 
the  above  classification,  therefore,  to  show  who  or  whatare  tho 
necessary  factors,  and  what  are  the  shares  in  distributicm 

which  correspond : 

Factors  in  Production     Corresponding  Shares  in  Distribution 
Property  or  Rights : 

iRe}it.  where  payment  is  ex- 
I  pressed  as  a  definite  sum 
Privilege  to  do  buainess.l    !    per  unit  of  property. 


Capital  goods. 
Capital  ioan-fund.  J 


Interest,  where  paymmt  i« 
considered  as  a  fraction  of 
the  capitalized  value  of  th^ 
property  or  right. 


Services: 

Labor  under  direction  Wages. 
Management  Profit. 

This  classification,  it  will  be  seen,  differs  from  the  older 

one  noted  above  chiefly  in  considering  rent  and  interest  as  re- 
lated terms,  different  means  of  expressing  the  same  share  in 
distribution.  It  is  thus  more  in  conformity  with  business 
usage.  This  point  will  bt  discussed  further  in  the  next  lesson. 

Forces  Determining  the  respective  Shares  in  Dtstribidion. 

What,  then,  can  we  say  are  the  forces  or  laws  determining  the 
shares  thus  classified?  It  appears  impossible  to  frame  a  sepa- 
rate law  for  each  factor,  as  Ru-ardo  attempted  to  do  ir  '  o  case 
of  Rent.  Distribution  is  in  brief  a  bargaining  pn  and 
the  share  of  each  depends  vitally  on  the  strength  or  weakness 
of  the  other  factors  in  the  bargaining,  and  cannot  be  deter- 
mined apart  from  the  other  shares.  The  share  which  any  fac- 
tor receives  depends  upon  its  power  to  make  good  its  claim,  not 
upon  its  actual  contribution  to  the  whole  product — an  amount 
which  cannot  be  ascertained.  The  more  indispensable  any 
factor  can  make  itself,  the  larger  will  be  its  reward.  The  most 
tenable  theory  of  distribution,  then,  is  that  which  recognizes 
that  relative  bargai  'ng  strength  is  the  only  general  principle 
which  can  be  asserted,  and  which  then  proceeds  to  examine  in 
the  case  of  each  factor  what  are  the  main  sources  of  strength 
and  weakness  in  its  position.  In  the  lessons  which  follow  this 
will  be  done  with  each  factor  in  turn. 
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QtMtknu  for  R§vitw. 

1.  What  are  the  usually  recognized  shares  In  distribution  ? 

2.  What  instances  do  you  know  of  where  men  receive  in- 
come unaer  more  than  one  of  these  classifications? 

*!.  T?*  -Y^K.^^^  econumic  disensiiwi  develop  more  notably  in 
!S!.r"'*^  Kingdom  than  in  any  other  eonntxy,  dwring  the 
nineteenth  century  ? 

M^S^^^i  .'^'^^^lijcardo  and  his  foOowen  lay  such  stress  on 
agricultural  land  and  its  rental? 

^'il^y      Ricardian  law  of  rent.  On  what  prin- 
ciples IS  It  based? 

6.  What  is  the  margin  of  cultivation?  What  wheat  is 
grown  under  the  most  unfavorable  circumstances?  Is  rent  a 
factor  m  the  cost  of  production? 

flljand  were  equally  desirable,  could  there  be  rent? 
SedT  ^"^^^^  0'  'ertility  arrc^: 

upw  ?«n??fJ  ^^f  ^^^^f  °^      discovery  of 

new  land?  the  building  of  a  railway  into  a  n^T  distriet? 

9.  If  the  state  owned  all  the  land  would  there  be  any  rent? 

■•O.  What  is  the  subsistence  theory  of  wages? 

11.  Did  Ricardo  recognize  the  influence  of  the  standard  of 
uvmg? 

1 4.  j^-^'  T?^?*  outdoor  poor  relief  system  which  ex- 

isted in  England  in  the  early  years  of  last  century? 

18.  What  is  the  essential  difference  between  the  sobsist- 
«nee  and  the  wage-fond  theories? 

14.  What  determined  the  size  of  the  wage-fimd? 
in  it  ?  ^"         determined  the  number  of  applicants  for  a  share 

agitatfonY^*       ****  ^'^^^  ®'      doctrine  on  trade  union 
econlmiSf  justiflcaUon  of  profits  was  offered  by  the  classical 
^rl^^^  *  separate  and  distinct  factor  from  "capital"? 
wag4?und  Sorie??*^'  «^ 
20.  What  was  Walker's  theory  of  wages?     Outline  the 

S^n'^nJ  ntlj^L**"  ."^A.^^*  "'^^  °f  the  Mea  of  a 

raar^n  of  production?  of  the  idea  of  rent  as  being  a  surplus? 

^.   "\  J^Tiat  are  the  shares  in  distribution,  according  to  the 
present-day  classification?  * 

22.  What  is  the  bargain?  :f  theory  of  distribution? 


QuMtioru  for  Written  Answer. 

1.  What  is  the  Law  of  Diminishing  Returns?  Make  dwr 
the  different  senses  in  which  the  term  is  used. 

2.  Define  necessaries,  and  show  how  the  subsistence  the- 
ory could  be  made  either  an  "iron  law"  or  a  "golden  law"  of 
wages. 

8.  Take  some  industrial  enterprise  known  to  you,  and  (1) 
classify  the  outlays  made  and  (2)  classify  the  shares  into 
which  the  total  proceeds  are  divided. 

4.  Answer  any  two  of  the  Review  questions. 

5.  Have  you  any  other  difficulty  ? 


